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in furtherance of the process of termi-
nating a political organization’s exist-
ence. For example, where a political
organization is established for a single
campaign, payment of campaign debts
after the conclusion of the campaign is
an exempt function activity.

(4) Illegal expenditures. Expenditures
which are illegal or are for a judicially
determined illegal activity are not con-
sidered expenditures in furtherance of
an exempt function, even though such
expenditures are made in connection
with the selection process.

(5) Examples. The following examples
illustrate the principles of paragraph
(c) of this section. The term exempt
function when used in the following ex-
amples means exempt function within
the meaning of section 527(e)(2).

(i) Example 1. A wants to run for elec-
tion to public office in State X. A is
not a candidate. A travels throughout
X in order to rally support for A’s in-
tended candidacy. While in X, A at-
tends a convention of an organization
for the purpose of attempting to solicit
its support. The amount expended for
travel, lodging, food, and similar ex-
penses are for an exempt function.

(ii) Example 2. B, a member of the
United States House of Representa-
tives, is a candidate for reelection. B
travels with B’s spouse to the district
B represents. B feels it is important for
B’s reelection that B’s spouse accom-
pany B. While in the district, B makes
speeches and appearances for the pur-
pose of persuading voters to reelect B.
The travel expenses of B and B’s spouse
are for an exempt function.

(iii) Example 3. C is a candidate for
public office. In connection with C’s
campaign, C takes voice and speech
lessons to improve C’s skills. The ex-
penses for these lessons are for an ex-
empt function.

(iv) Example 4. D, an officeholder and
candidate for reelection, purchases
tickets to a testimonial dinner. D’s at-
tendance at the dinner is intended to
aid D’s reelection. Such expenditures
are for an exempt function.

(v) Example 5. E, an officeholder, ex-
pends amounts for periodicals of gen-
eral circulation in order to keep in-
formed on national and local issues.
Such expenditures are not for an ex-
empt function.

26 CFR Ch. | (4-1-09 Edition)

(vi) Example 6. N is an organization
described in section 501(c) and is ex-
empt from taxation under section
501(a). F is employed as president of N.
F, as a representative of N, testifies in
response to a written request from a
Congressional committee in support of
the confirmation of an individual to a
cabinet position. The expenditures by
N that are directly related to F’s testi-
mony are not for an exempt function.

(vii) Example 7. P is a political orga-
nization described in section 527(e)(2).
Between elections P does not support
any particular individual for public of-
fice. However, P does train staff mem-
bers for the next election, drafts party
rules, implements party reform pro-
posals, and sponsors a party conven-
tion. The expenditures for these activi-
ties are for an exempt function.

(viii) Example 8. Q is a political orga-
nization described in section 527(e)(2).
Q finances seminars and conferences
which are intended to influence persons
who attend to support individuals to
public office whose political philosophy
is in harmony with the political philos-
ophy of Q. The expenditures for these
activities are for an exempt function.

(d) Public office. The facts and cir-
cumstances of each case will determine
whether a particular Federal, State, or
local office is a public office. Principles
consistent with those found under
§53.4946-1(g)(2) (relating to the defini-
tion of public office) will be applied.

(e) Principal campaign committee. A
principal campaign committee is the po-
litical committee designated by a can-
didate for Congress as his or her prin-
cipal campaign committee for purposes
of section 302(e) of the Federal Election
Campaign Act of 1971 (2 U.S.C. section
432(e)), as amended, and section 527(h)
and §1.527-9.

[T.D. 7744, 45 FR 85731, Dec. 30, 1980; as
amended by T.D. 8041, 50 FR 30817, July 30,
1985]

§1.527-3 Exempt function income.

(a) General rule—(1) For purposes of
section 527, exempt function income
consists solely of amounts received as:

(i) Contributions of money or other
property,
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(ii) Membership dues, fees, or assess-
ments from a member of a political or-
ganization, or

(iii) Proceeds from a political fund
raising or entertainment event, or pro-
ceeds from the sale of political cam-
paign materials, which are not received
in the ordinary course of any trade or
business,

but only to the extent such income is
segregated for use only for exempt
functions of the political organization.

(2) Income will be considered seg-
regated for use only for an exempt
function only if it is received into and
disbursed from a segregated fund as de-
fined in §1.527-2(b).

(b) Contributions. The rules of section
271(b)(2) apply in determining whether
the transfer of money or other prop-
erty constitutes a contribution. Gen-
erally, money or other property,
whether solicited personally, by mail,
or through advertising, qualifies as a
contribution. In addition, to the extent
a political organization receives Fed-
eral, State, or local funds under the $1
checkoff provision (sections 9001-9013),
or any other provision for financing of
campaigns, such amounts are to be
treated as contributions.

(¢) Dues, fees, and assessments.
Amounts received as membership fees
and assessments from members of a po-
litical organization may constitute ex-
empt function income to the political
organization. Membership fees and as-
sessments received in consideration for
services, goods, or other items of value
do not constitute exempt function in-
come. However, filing fees paid by an
individual directly or indirectly to a
political party in order that the indi-
vidual may run as a candidate in a pri-
mary election of the party (or run in a
general election as a candidate of that
party) are to be treated as exempt
function income. For example, some
States provide that a certain percent-
age of the first year’s salary of the of-
fice sought must be paid to the State
as a filing (or qualifying) fee and party
assessment. The State then transfers
part of this fee to the candidate’s
party. In such a case, the entire
amount transferred to the party is to
be treated as exempt function income.
Furthermore, amounts paid by an indi-
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vidual directly to the party as a quali-
fication fee are treated similarly.

(d) Fund raising events—(1) In general.
Amounts received from fund raising
and entertainment events are eligible
for treatment as exempt function in-
come if the events are political in na-
ture and are not carried on in the ordi-
nary course of a trade or business.
Whether an event is political in nature
depends on all facts and circumstances.
One factor that indicates an event is a
political event is the extent to which
the event is related to a political activ-
ity aside from the need of the organiza-
tion for income or funds. For example,
an event that is intended to rally and
encourage support for an individual for
public office would be a political fund
raising event. HExamples of political
events can include dinners, breakfasts,
receptions, picnics, dances, and ath-
letic exhibitions.

(2) Ordinary course of any trade or
business. Whether an activity is in the
ordinary course of a trade or business
depends on the facts and circumstances
of each case. Generally, proceeds from
casual, sporadic fund raising or enter-
tainment events are not in the ordi-
nary course of a trade or business. Fac-
tors to be taken into account in deter-
mining whether an activity is a trade
or business include the frequency of
the activity, the manner in which the
activity is conducted, and the span of
time over which the activity is carried
on.

(e) Sale of campaign materials.
Amounts received from the sale of
campaign materials are eligible for
treatment as exempt function income
if the sale is not carried on in the ordi-
nary course of a trade or business (as
defined in paragraph (d)(2) of this sec-
tion), and is related to a political ac-
tivity of the organization aside from
the need of such organization for in-
come or funds. Proceeds from the sale
of political memorabilia, bumper stick-
ers, campaign buttons, hats, shirts, po-
litical posters, stationery, jewelry, or
cookbooks are related to such a polit-
ical acitivity where such items can be
identified as relating to distributing
political literature or organizing vot-
ers to vote for a candidate for public
office.

[T.D. 7744, 45 FR 85732, Dec. 30, 1980]
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